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PREFACE 

This  is  a  continuation  of  a  study  initatedby  William  T.  Butz  in  1961  concerning  the 
economics  of  the  long-distance  movement  of  bulk  milk. 

Other   UoS.   Department   of  Agriculture  publications    in  this  general  area  of  study 
include: 

(1)  Marketing  Research  Division,  Agricultural  Marketing  Service.  Regulations 
Affecting  the  Movement  and  Merchandising  of  Milk*  A  Study  of  the  Impact  of 
Sanitary  Requirements,  Federal  Orders,  State  Milk  Control  Laws,  and  Truck 
Laws  on  Price,  Supply,  and  Consumption*  Mktg.  Res,  Rpt.  98,  June  1955.  (Out 
of  print,  may  be  consulted  in  libraries,) 

(2)  Herrmann,  Louis  F.,  and  Smith,  Helen  V.  Geographic  Structure  of  Milk  Prices, 
1957-58.    AMS-328,  July  1959c 

(3)  Butz,  William  T.,  Geographic  Structure  of  Milk  Prices,  1960-6L  ERS-71, 
August  1962. 

(4)  Butz,  William  T.  Long-Distance  Shipment  of  Market  Milk.  Mktg.  Res.  Rpt. 
648,  March  1964. 
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SUMMARY 

The  organization  and  operation  of  markets  for  bulk  milk  that  moves  long  distances 
tend  to  be  loosely  coordinated.  Much  ofthe  buying  and  selling  is  on  a  spot  or  seasonal 
basis  with  individual  firm  decision-making  on  each  purchase,.  Only  5  of  the  19  buyers 
interviewed  bought  milk  from  outside  sources  on  a  regular  basis.  These  buyers 
obtained  milk  from  as  many  as  30  different  sellers  within  the  1957-61  period* 

Most  buyers  indicated  that  a  shortage  of  local  supplies  was  the  reason  for  pur- 
chasing outside  milk.  However,  the  buyers  also  indicated  that  they  preferred  the 
flexibility  afforded  by  outside  purchasing  because  of  the  conditions  under  which  such 
supplies  were  neededo  Buyers  selling  milk  under  military  contracts  would  rather 
supply  them  from  outside  milk  than  build  a  local  supply  which  might  become  surplus 
to  the  market  if  contracts  were  lost.  Other  buyers  indicated  a  preference  for  supplying 
seasonal  shortages  from  outside  sources  rather  than  having  local  surpluses  during  the 
flush  months  of  the  year. 

Negotiation  and  shopping  around  were  the  primary  methods  used  by  buyers  to 
determine  prices,,  Availability  and  quality  of  milk  as  well  as  price  were  of  prime 
importance.  Special  circumstances  peculiar  to  each  buyer  more  or  less  dictated 
individual  actions  in  buying  outside  milk  at  a  lower  or  a  higher  price  than  the  local 
supply  price.  The  pricing  under  State  orders,  seasonality  of  supplies,  and  arrangements 
with  local   suppliers   were  determining  factors  in  buyers'  decision-making  processes. 

Sellers  generally  gained  through  the  sale  of  milk  to  distant  buyers  because  of  a 
price  advantage  ranging  from  $0,50  to  $1.75  per  hundredweight  over  manufacturing 
values.  Transportation  practices  and  handling  charges  provided  considerable  flex- 
ibility to  sellers  in  price  negotiation.  Some  sellers  did  not  make  a  handling  charge 
while  others  charged  as  much  as  90  cents  per  hundredweight.  Transportation  and 
handling  costs  depended  on  distance,  volume  shipped,  regularity  of  shipments,  com- 
petition, and  availability  of  supplies. 

Certain  types  of  regulation  affected  the  choice  of  markets  for  sellers.  Many 
sellers  held  sanitary  permits  for  several  markets.  In  order  to  hold  permits  for  some 
markets,  sellers  were  required  to  pay  certain  fees.  The  fees  were  based  on  quantity 
of  milk  shipped,  a  yearly  fee,  sharing  the  cost  of  resident  inspectors,  or  paying  the 
travel  expenses  of  a  milk  inspector  from  the  destination  market.  Some  markets  also 
required  special  facilities.  Unless  shippers  could  ship  a  large  volume  of  milk  to 
markets  that  charged  fees,  unit  costs  could  limit  their  choice  of  markets. 

Some  shippers  indicated  that  certain  provisions  in  Federal  milk  market  orders 
such  as  allocation  and  pool  plant  requirements,  affected  their  selection  of  markets. 
In  addition,  State  milk  control  laws  were  listed  as  affecting  the  choice  of  certain 
markets. 
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LONG-DISTANCE  SHIPMENT  OF  MILK- -MARKETING  PRACTICES 

OF  BUYERS  AND  SELLERS 


By  Dale  H.  Carley,  Agricultural  Economist 

Marketing  Economics  Division 

Economic  Research  Service 


INTRODUCTION 

Only  limited  information  is  available  on  the  organization  and  operation  of  the 
market  for  bulk  milk  moved  long  distances.  The  market  organization  and  operation 
appear  to  be  rather  loosely  coordinated  activities.  However,  for  buyers  and  shippers 
of  such  milk,  it  is  a  continuous  dec  is  ion- making  process  and  in  many  cases  involves 
day-to-day  and  week~to-week  problems. 

Additional  information  can  provide  a  better  understanding  of  the  marketing 
process,  so  that  it  may  be  incorporated  into  a  more  efficient  system  for  supplying 
milk  to  city  markets.  Some  factors  involving  buyers  of  milk  from  outside  sources 
are:  (1)  Reasons  for  the  need  of  such  milk,  (2)  factors  related  to  obtaining  supplies, 
(3)  methods  of  price  determination,  and  (4)  arrangements  for  transportation. 

Similar  factors  involve  sellers  of  milk  shipped  long  distances.  These  may  involve: 
(1)  Location  of  buyers,  (2)  factors  involving  price  determination,  (3)  transportation 
arrangements,  and  (4)  institutional  factors  such  as  sanitary  and  inspection  regulations, 
Federal    and    State    milk    market    order    provisions,   and  transportation  restrictions. 

Obstacles  involved  in  its  movement  and  attitudes  of  interested  parties  in  the 
market  toward  its  use  are  important  to  bothbuyers  and  sellers  of  milk  shipped  long 
distances.  Also,  a  determination  of  the  degree  with  which  the  combined  factors  may 
affect  the  bargaining  position  of  each  party  may  shed  some  light  on  ways  of  making 
the  system  more  efficient. 

To  ascertain  answers  to  some  of  the  more  important  aspects  of  moving  milk  long 
distances,  19  buyers  located  in  6  southeastern  and  6  southwestern  markets  in  the 
United  States  were  interviewed  during  1962.  These  buyers  were  regular  handlers  of 
Grade  A  milk  utilized  for  fluid  purposes;  they  were  located  considerable  distances  from 
their  sources  of  outside  milk.  A  personal  survey  was  made  of  12  large  milk  shippers, 
10  of  them  in  the  Midwest,  the  region  of  large  supplies  of  excess  Grade.A  milk.  The 
data  obtained  from  these  buyers  and  shippers  are  the  basis  for  this  report.  They 
supplement  and  amplify  the  information  obtained  from  a  large  sample  of  shippers  by 
mail  survey  (reported  in  Mktg.  Res.  Rpt.  648.    See  preface). 

BUYERS*  PRACTICES 

The   purchasing  of  milk  from  outside  sources  was  a  regular  practice  every  month 
of  the  year  during  1957=61  for  5  of  the  buyers  interviewed.    Regular  buying  on  a  seasonal 
basis,     generally     September     through    February,    was    practiced    by    5  others.     Spot 
purchasing   was  the  rule  for  the  other  9  buyers,  with  the  majority  of  spot  purchases  in 
the  fall  and  winter  months. 
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Reasons  for  Buying  Milk  from.  Outside  Sources 

Several  circumstances  gave  rise  to  the  purchase  of  outside  milk,,  A  shortage  of 
local  supplies  was  the  reason  given  by  15  of  the  19  buyers.  The  other  4  buyers  stated 
that  outside  milk  was  less  expensive  than  local  supplies.  Prior  to  the  time  of  the 
interview,  producer  cooperatives  in  one  State  had  negotiated  a  premium  above  Class  I 
prices  with  most  handlers,  but  some  preferred  to  buy  outside  milk  rather  than  pay 
the  premium  on  locally  produced  milk. 

In  6  cases,  the  shortage  of  local  supplies  was  a  direct  result  of  actions  taken  by 
handlers  in  supplying  fluid  milk  to  military  installations.  These  handlers  stated  that 
they  purchased  outside  milk  because  the  local  supply  was  not  adequate.  They  stated 
that  they  did  not  wish  to  encourage  an  increase  in  the  supply  from  local  sources  to 
meet  contractual  obligations,  because  the  added  supply  would  become  surplus  if  the 
contracts  were  lost.  They  also  stated  that  the  local  supply  generally  was  not  ad- 
equate to  meet  the  extreme  variation  in  sales  under  such  contracts.  Buyers  liked 
the  flexibility  obtained  through  purchasing  outside  milk.  A  few  indicated  that  outside 
milk  was  less  expensive  than  local  milk, 

A  few  buyers  who  did  not  have  to  meet  contractual  obligations  preferred  to  buy 
outside  milk,  especially  during  seasonal  shortages  in  local  supplies.  They  indicated 
that  it  was  better  for  the  market  to  be  short  of  local  supplies  during  some  parts  of  the 
year  than  to  have  the  problem  of  handling  surplus  supplies  during  the  months  of 
heavier  production.  Manufacturing  facilities  adequate  to  handle  surplus  milk  were  not 
readily  available. 

Some  who  had  been  buying  outside  milk  were  developing  more  from  their  own 
local  sources.  Two  reasons  were  given  for  this  action.  Some  believed  quality  could 
be  controlled  more  easily  at  the  local  level.  Other  handlers  were  buying  outside  milk 
because  they  were  dissatisfied  with  arrangements  for  obtaining  local  supplies  through 
producer  cooperatives.  Some  were  attempting  to  increase  supplies  from,  local  sources 
by     acquiring     supplies     from     producers     who     were    not    members  of  cooperatives. 

The  reasons  for  buying  outside  milk  and  for  not  obtaining  local  milk  to  meet  total 
needs  have  certain  implications  to  those  supplying  the  markets.  The  answers  given 
by  the  buyers  implied  that,  in  order  to  have  adequate  supplies  to  meet  varying  needs, 
they  would  rather  carry  a  minimum  reserve  of  local  supplies  and  depend  on  the 
flexibility  of  outside  supplies  for  the  variability  in  needs.  There  appears  to  be  a 
minimum  of  supply  coordination  at  the  local  level  in  the  markets  studied.  In  one 
market  where  there  was  supply  coordination  by  the  producers'  cooperative,  buyers 
indicated  that  they  purchased  milk  from  outside  sources  only  when  absolutely  nec- 
essary.   In  fact,  the  cooperative  acted  to  obtain  such  supplies  when  needed. 

Handlers  supplying  milk  to  institutions  under  contractual  arrangements  must  be 
in  a  position  to  meet  the  extreme  fluctuations  in  such  contracts.  1/  A  shift  of  a  large 
contract  from  one  handler  to  another  can  disrupt  the  local  supply  market.  The 
market  with  some  supply  coordination  may  be  ina  mdre  favorable  position  to  maintain 
fluid  needs  entirely  from  local  sources  because  supplies  can  be  shifted  among  handlers. 

1/   Las  ley,    Floyd    A.        Coordinating    Fluid    Milk    Supplies    in  the  Oklahoma  Metro- 
politan Milk  Market.    MRR  No.  686,  Econ.  Res.  Serv.,  U.S.  Dept.  Agr.  Nov.,  1964,  55pp. 
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Sources  of  Outside  Milk  Supplies 
Location 


Buyers  purchased  outside  milk  from  numerous  sources,,  The  buyers  interviewed 
in  Florida  purchased  milk  from  15  different  States  during  the  1957-61  period.  More 
than  30  individual  sellers,  primarily  cooperatives,  sold  milk  to  these  firms,,  In  Texas, 
the  6  buyers  interviewed  purchased  milk  from  7  different  States,  and  28  individual 
sellers.  During  lmonth,  Texas  buyers  obtainedmilk  from  21  different  sellers,,  Regular 
buyers  of  outside  milk  generally  were  obtaining  milk  from  nearer  sources  than  seasonal 
and  spot  buyers,, 

The  buyers  experienced  very  little  difficulty  in  obtaining  outside  supplies.  Butz 
contacted  over  400  plants  holding  certified  ratings  for  interstate  milk  shipments  and 
found  long-distance  shipments  of  milk  for  fluid  use  originating  from  22  different 
States  and  going  to  26  States.  (See  preface.)  His  study  and  these  data  point  up  the 
significance  of  the  availability  of  outside  milk. 

Method  of  Contact 


Various  methods  were  used  to  make  the  contact  between  buyers  and  sellers  of 
outside  milk.  Initial  contacts  were  established  by  direct  calls  from  buyers  to  sellers, 
or  sellers  to  buyers,  or  by  dealing  through  brokers.  Several  buyers  indicated  that 
sellers  contacted  them  by  personal  visit  to  the  plant.  Some  buyers  also  made  personal 
visits  to  the  sellers'  plants. 

After  initial  contacts,  all  buyers  used  the  telephone  to  obtain  shipments.  Brokers 
were  contacted  by  8  of  the  buyers,  but  not  for  all  their  needs.  The  degree  to  which 
brokers  were  used  depended  somewhat  on  the  availability  of  outside  supplies.  When 
such  supplies  were  difficult  to  locate,  brokers  were  more  commonly  used.  Spot 
buyers  were  more  inclined  to  use  brokers,  since  no  regular  association  with  sellers 
had  been  established.  Direct  contact  with  sellers  was  relied  upon  by  11  of  the  19  buyers 
for  all  their  needs. 

Reasons  for  Using  a  Given  Supplier 

Quality  and  availability  were  the  major  reasons  for  selecting  one  supplier  over 
others.  Some  buyers  indicated  that  they  chose  certain  suppliers  because  of  their  high 
rating  by  the  U„S.  Public  Health  Service.  The  more  regular  buyers,  after  receiving 
milk  of  satisfactory  quality  from  a  given  seller,  continued  to  buy  from  him.  When 
outside  milk  was  readily  available  from  a  given  supplier,  buyers  continued  to  buy 
from  that  source. 

The  best  price  was  the  third  most  important  reason  given  by  buyers  for  choosing 
one  source  over  another.  However,  price  was  the  prime  consideration  only  if  quality 
and  availability  were  satisfactory.  Nearness  of  the  source  was  the  reason  given  by  a 
few  buyers. 

Problems  Encountered 


More  than  one-half  the  buyers  stated  that  they  had  encountered  no  problems  with 
outside  sources  of  milk.  For  those  that  had  encountered  problems,  finding  an  approved 
source  of  milk  along  with  satisfactory  quality  was  the  major  problem  stated.  Some 
handlers    preferred  to   find   an  outside  source  of  milk  nearer  their  bases  of  operation, 
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Price  Determination 

Specific  methods  of  price  determination  were  almost  as  varied  as  the  number  of 
buyers  interviewed.  In  general,  negotiation  and  shopping  around  were  of  equal 
importance..  Negotiation  was  used  by  7  buyers.  A  lesser  number,  4,  stated  that  they 
shopped  for  the  best  price;  but  this  method  also  included  certain  aspects  of  ne- 
gotiation. In  the  negotiation  process,  a  few  buyers  stated  that  the  local  price  was  a 
prime  consideration  and  that  they  attempted  to  stay  in  line  with  it.  Two  of  the  regular 
buyers,  even  though  they  purchased  milk  year-round,  negotiated  for  price  on  each 
purchase. 

Some  buyers  indicated  that  price  was  determined  according  to  the  Federal  order 
price  in  the  sellers'  market.  However,  buyers  could  bargain  on  handling  and  trans- 
portation charges.  In  one  market,  the  cooperative  assumed  the  responsibility  of 
obtaining  adequate  supplies  for  the  marketatalltim.es.  Buyers  paid  the  Federal  order 
price  of  their  own  market  to  the  local  cooperative,  and  the  cooperative  absorbed  any 
difference  (plus  or  minus)  between  the  buying  and  the  selling  prices. 

Basis  for  Paying 

Buyers  paid  for  outside  milk  on  the  basis  of  weight  and  butterfat  test.  Seven 
buyers  paid  on  the  basis  of  the  sellers'  weight  and  test,  while  4  paid  on  their  own 
weight  and  test.  In  3  cases,  buyers  paid  for  milk  on  the  basis  of  both  buyers'  and 
sellers*  weights  and  tests.  Other  bases  for  paying  were  on  buyer's  and  a  third  party's 
weight  and  test  and  seller's  and  a  third  party's  weight  and  test.  In  one  case,  the  buyer 
paid  on  the  basis  of  a  third  party's  weight  and  test.  The  third  party  was  a  broker  in 
most  cases. 

Price     Differences 


An  attempt  was  made  to  determine  the  price  difference  between  local  supplies  and 
outside  milk  for  each  of  the  buyers.  Price  information  was  obtained  from  8  buyers  for 
the  period  September  I960  through  August  196L  The  5  handlers  who  were  buying  outside 
milk  to  supply  military  contract  obligations  reported  price  advantages  of  $1.00  to  $2.00 
per  hundredweight  for  outside  milk  over  local  supplies.  This  was  their  purchase  price 
of  outside  milk  compared  with  the  Class  I  price  for  local  milk. 

For  the  other  3  buyers  reporting  price  information,  2  paid  a  higher  price  for 
outside  milk  than  for  local  supplies  of  10  cents  to  60  cents  per  hundredweight,  with 
greater  differences  in  the  fall  months.  The  other  buyer  reported  paying  up  to  40  cents 
less  for  outside  milk. 

At  first  glance,  one  would  question  why  some  buyers  did  not  purchase  more 
outside  milk,  since  it  was  less  costly.  Conversely,  why  did  some  handlers  buy  any 
outside  milk,  when  it  was  more  expensive?  In  each  of  the  8  cases,  circumstances 
peculiar  to  each  handler  more  or  less  dictated  individual  actions.  The  5  buyers 
supplying  military  contracts  were  taking  advantage  of  an  institutional  factor  in  their 
markets.  Local  supplies  were  priced  under  State  milk  orders  and  were  more  costly, 
while  milk  sold  to  military  installations  did  not  come  under  the  order  pricing  and 
therefore  could  be  purchased  from  any  source  that  met  the  quality  standards. 

Each  of  the  2  buyers  paying  more  for  outside  milk  had  a  peculiar  problem.  One 
buyer  preferred  to  buy  outside  milk  for  seasonal  variation  rather  than  have  the 
problem  of  surplus  during  some  parts  of  the  year,  because  manufacturing  outlets 
were  not  available.  The  other  buyer  preferred  to  buy  outside  milk  because  of  an 
unsatisfactory  arrangement  with  local  suppliers. 
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Settlement  of  Differences 

All  buyers  indicated  that  differences  occurred  at  times  in  quality,  weights,  and 
butterfat  tests  from  that  ordered  or  shown  on  the  manifesto  All  buyers  preferred 
quality  inspections  on  each  shipment  of  milk  when  it  reached  the  planto  Common  checks 
were  odor,  taste,  acidity,  and  direct  microscopic  counts  In  most  cases,  State  and 
local  health  departments  also  examined  each  load*  About  one°half  of  the  buyers  in- 
dicated that  poor-quality  milk  was  returned  to  the  seller. 

Most  buyers  contacted  the  seller  when  there  were  differences  in  weights  and 
tests*  Differences  were  settled  through  negotiation,  with  each  party  making  certain 
concessions. 


SELLERS    PRACTICES 

The  sellers  interviewed  were  all  cooperatives  receiving  approved  Grade  A  milk 
at  their  plants  and  shipping  some  milk  to  other  than  local  markets.  This  milk  was 
surplus  to  the  local  market  needs  so  that  sellers  were  seeking  the  best  market 
available.  Of  the  volume  of  approved  bulk  milk  shipped  to  outside  markets,  10  of  the 
12  sellers  sold  100  percent  of  it  to  fluid  milk  distributors,,  The  other  2  shipped  66 
to  75  percent  to  fluid  milk  distributors  outside  the  local  market  with  the  remainder 
going  to  distant  manufacturing  outlets. 

The  reason  for  seeking  an  outside  fluid  milk  market  for  surplus  Grade  A  milk  is 
evident  when  one  compares  the  selling  price  of  milk  to  outside  buyers  with  the  price 
for  use  in  manufacturing.  Sellers  reported  an  average  advantage  of  $0.50  to  $L75 
per  hundredweight  over  the  manufacturing  price  for  sales  to  outside  fluid  milk  buyers. 

Price  Determination 

From  the  buyer*  s  point -of- view,  price  determination  involved  a  considerable  degree 
of  bargaining.  At  the  sellers'  end  of  the  market,  certain  factors  became  evident  which 
explain  the  significance  of  bargaining  or  negotiation  for  price.  Several  factors  affecting 
the  selling  price  were  mentioned  by  sellers.  These  are  the  level  of  the  manufacturing 
milk  price  in  the  sellers'  market,  charges  for  handling  and  transportation,  types  and 
availability  of  transportation  equipment,  regularity  of  shipments  to  the  same  buyers, 
and  availability  of  an  adequate  supply  of  milk. 

Since  the  price  of  milk  for  manufactured  uses  is  quite  similar  in  all  the  surplus 
areas,  this  could  be  ruled  out  as  a  significant  factor  in  price  determination,  except  for 
setting  a  lower  limit  on  the  value  of  m ilk  available  for  shipment. 

Transportation  Practices 

Milk  was  sold  FOB  the  buyer's  plant  by  10  of  the  sellers.  Transportation  was 
arranged  by  the  seller.  The  transportation  cost  was  added  to  the  price  of  milk  to 
determine  cost  to  the  buyer  of  milk  delivered  to  his  plant.  Most  of  these  sellers  used 
contract  haulers.  Transportation  rates  charged  by  contract  haulers  were  negotiable 
in  a  few  cases. 

Milk  was  sold  FOB  seller's  plant  by  10  shippers.  One-half  of  the  sellers  arranged 
for  transportation,  rates  in  many  cases  being  negotiable.  However,  some  shippers 
indicated  that  the  charge  was  based  on  published  rates  of  contract  haulers. 


All  the  milk  shipped  by  6  sellers  was  hauled  by  contract  haulers.  In  4  cases, 
hauling  was  sometimes  in  the  seller's  truck  and  sometimes  by  contract  haulers,,  Two 
sellers  used  contract  haulers  except  for  buyers  who  had  their  own  trucks. 

The  cost  of  hauling  reported  by  sellers  varied  considerably.  The  rates  given 
varied  from  26  cents  to  75  cents  per  truck  mile.  This  was  more  variation  than  re- 
ported in  a  prior  study  in  which  costs  were  found  to  vary  50  cents  to  83  cents  with 
an  average  of  60  cents.  (See  prefaceo)  Rates  varied  according  to  distance  and  volume 
hauled.  With  the  great  diversity  of  practices  in  transportation,  it  could  be  concluded 
that,  based  on  transportation  differences  alone,  there  is  ample  room  for  negotiation 
over  prices. 

Handling  Charges 

The  amount  of  handling  charges  assessed  by  shippers  can  greatly  influence  the 
level  of  prices  charged  to  buyers,,  Handling  charges  were  assessed  by  8  of  the  sellers 
interviewed.  The  charges  varied  considerably  for  any  one  seller  as  well  as  among 
sellers.    A  listing  of  handling  charges  for  7  sellers  is  shown  below: 

Seller  Handling  charges  per  cwt.  (cents) 

A  19-20 

B  15  -  Varies 

C  10-40 

D  20  -  (Average  reported) 

E  60-90 

F  42-50 

G  50-90 

These  handling  charges  are  in  line  with  those  reported  in  an  earlier  study.  (See 
preface.)  Handling  charges  among  20  plants  averaged  37  cents  per  100  pounds  with  a 
range  of  10  cents  to  70  cents. 

The  reasons  given  by  individual  sellers  for  differences  in  their  charges  for 
handling  were: 

1.  Charges  for  regular  buyers  less  than  for  spot  buyers. 

2.  Competition  from  other  sellers. 

3.  Seasonality  of  available  supplies.  Handling  charges  increased  with  short  supplies. 

4.  Attempt  to  keep  selling  price  in  line  with  the  local  price  in  destination  market. 

Variation  in  handling  charges  and  the  reasons  given  for  the  differences  indicate 
that  such  charges  can  have  a.  considerable  influence  on  price  determination.  A 
difference  of  10  cents  per  hundredweight  of  milk  would  make  a  difference  of  approx- 
imately $35  on  a  4,000  =  gallon  shipment.  In  this  case,  again,  there  is  considerable 
room  for  price  negotiation  because  of  the  flexibility  in  handling  charges. 


Obstacles  t  o  Long-Distance  Shipments 

Sellers  were  asked  if  certain  types  of  regulation  affected  their  choice  of  outside 
markets.  The  differences  among  States  in  regulations  on  the  length  and  loaded  weight 
of  trucks  did  not  affect  the  cost  of  shipping  milk  or  the  choice  of  markets. 
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Sanitary  Regulations 

All  sellers  shipping  bulk  fluid  milk  interstate  are  listed  on  the  U.S.  Public  Health 
Service  approved  listing,,  In  addition,  the  shippers  interviewed  held  sanitary  permits 
for  several  States  and  markets*  For  certainmarkets,  there  were  costs  attached  to  the 
holding  of  permit  So  The  costs  varied  considerably  among  markets  in  any  one  State,, 
Some  local  markets  charged  a  fee  of  2  cents  per  hundredweight.  Others  charged  a 
yearly  fee  ranging  from  $25  to  $  265. 

Another  method  was  for  a  group  of  shippers  to  share  in  the  cost  of  resident 
inspector,  which  in  one  case  was  $2,000  per  plant  per  year,,  The  resident  inspector 
was  from  the  State  to  which  regular  shipments  were  made,,  Some  States  required  that 
an  inspector  visit  the  shipper's  plant,,  He  usually  visited  more  than  1  plant  in  an  area; 
and  costs,  approximating  $100  per  plant  visited,  were  shared  by  shippers. 

Facility  requirements  by  some  local  health  agencies  brought  about  initial  ad- 
ditional costs  to  some  shippers.  However,  after  they  made  the  change,  the  facility 
usually  met  the  requirements  of  other  local  agencies;  therefore,  the  cost  was  spread 
over  a  considerable  volume  of  milk.  This  requirement  did  limit  the  choice  of  outside 
markets  for  some  shipper sa  Most  shippers  indicated  that  they  had  no  problem  in 
obtaining  permits.  Some  stated  that  permits  were  easier  to  obtain  in  distant  markets 
when  there  were  shortages  of  milk. 

Federal  and  State  Order  Regulations 

At  the  time  of  the  interview,  5  of  the  shippers  stated  that  their  selection  of  markets 
for  bulk  fluid  milk  was  affected  by  provisions  in  Federal  milk  market  orders.  The 
provisions  affecting  them  were  those  having  to  do  with  compensatory  payments, 
allocation,  and  pool  plant  requirement s.  Since  that  time,  compensatory  payment 
provisions  have  been  removed  from  Federal  orders  and  replaced  with  other  types  of 
provisions. 

Allocation  requirements  specify  that  all  pool  milk  must  be  classified  into  higher 
use  classes  before  outside  milk.  This  means  that  shippers  can  expect  to  sell  milk  to 
Federal  order  markets  primarily  when  there  is  an  insufficient  supply  of  pool  milk  to 
satisfy  Class  I  needs. 

Pool  plant  provisions  specify  the  proportion  of  the  volume  of  milk  that  a  plant 
can  sell  in  a  market  before  it  becomes  qualified  as  a  supply  plant  in  that  market. 
Some  sellers  indicated  that  such  provisions  limited  the  amount  of  milk  they  could  sell 
in  a  given  market  because  of  the  low  volume  required  before  a  plant  could  become 
qualified  as  a  pool  plant. 

State  milk  control  laws  affected  the  selection  of  markets  for  4  shippers.  They 
stated  that  it  was  nearly  impossible  to  obtain  permits  to  ship  to  those  markets  except 
when  they  were  extremely  short  of  milk. 

IMPLICATIONS 

Based  on  the  information  contributed  by  these  buyers  and  sellers,  the  organization 
and  operation  of  the  market  for  milk  shipped  long  distances  was  based  primarily  on  an 
individual  buyer-seller  decision-making  process.  The  conditions  under  which  outside 
milk  was    purchased  varied  considerably.      Buyers    indicated  a  preference  for  locally 
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produced   supplies   but   enjoyed  the  flexibility  afforded  by  a  readily  available  supply  of 
outside  milko 

When  conditions  were  not  satisfactory  to  them,  in  the  local  market,  buyers  went 
quite  readily  to  outside  sources  at  considerable  distances.  In  addition,  buyers 
usually  acquired  such  milk  on  their  own  initiative  rather  than  through  an  organization 
of  local  suppliers  such  as  a  cooperative.  This  may  imply  that  with  more  supply 
coordination  in  the  local  market  there  would  be  less  need  for  milk  from  more  distant 
sources. 

The  markets  for  milk  shipped  long  distances  could  be  characterized  as  highly 
competitive*  Buyers  have  many  choices  of  suppliers  and,  through  a  bargaining  process, 
choose  the  one  they  believe  is  best  at  the  time.  Sellers  also  appear  to  be  seeking 
outside  markets  for  their  excess  supplies.  Differences  in  hauling  rates  and  handling 
charges  are  conditions  allowing  a  considerable  amount  of  bargaining.  In  many  cases, 
sellers  offering  adequate  services  did  establish  a  permanent  buyer- seller  relationship. 

The  facts  obtained  from  this  study  indicate  that  the  buyer  may  be  in  a  somewhat 
stronger  bargaining  position  than  the  seller,  especially  where  the  buyer  purchases  on 
a  year-round  or  regular  seasonal  basis.  There  appears  to  be  an  adequate  supply  of 
milk  from  outside  sources  available  to  buyers  and  at  a  price  range  that  depends  on 
competition  in  the  sellers'  market. 

Differing  attitudes  of  local  health  departments  toward  acceptance  of  outside  milk 
probably  limit  the  extent  to  which  the  market  for  milk  shipped  long  distances  can 
become  more  coordinated  in  operation  and  organization.  Sellers  have  attempted 
individually  to  build  facilities  which  meet  the  specifications  of  several  distant  markets. 
However,  this  does  not  assure  them  of  sales  to  all  markets  at  all  times. 
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